Montgomery County Quarterly Report                                                  7/9/10      Summer Market 2010 Forecast

“A Stabilizing Market; but There Are Still Risks”                

By Fred Flick, Ph.D., Consultant/Housing Economist

Maryland Real Estate Sales Overview
The figures for Maryland, through May, show a significantly improving sales market, but prices are still slightly below a year ago. Maryland home sales statistics for the first five months totaled 20,681 units, up 31% from the same time in 2009.  However, the average price of $281,891 was down by 5.6% from a year before; and the median of $241,740 was off about 5.2%. Earlier in the year, prices declined 6% to 7% from a year before; so, there is definite slowing in the rate of price slippage.

For the state as a whole, there is mixed news on the supply side. The spring levels of inventory could put more downward pressure on prices in some over supplied markets. May active inventory totaled 45,207 properties, down only 1.5% from a year before. Earlier in the year inventory was around 39,000 units statewide; but it was down 12 percent from the prior year. At the May sales pace, there was an 8-month supply of properties. Of course, the big rebound in sales has been due to the affordable pricing.
Montgomery County Single-Family Homes


For Montgomery County, the year-to-date single-family stats show a healing housing market, but the sales rate is slowing likely due to the end of the homebuyer tax credit. For unit sales in the first 6 months, there was a 21% jump in settlements (4,222); however, contracts (5,056) on single-family homes were up only about 2% from the same period a year ago. Nevertheless, sales are up and the rate of price decline looks to have bottomed.  June settlements (969) were strong -- up 13% from last June -- but contracts in June were down 24% from a year ago, portending a slower mid-summer season.  

There is good news on the inventory front. In June, total actives (2,739) were only 2.8% above the level of June 2009; so much of the inventory overhang has been sold off. And, the monthly new listings (1,173) are only 4.5% above the pace of last year. Looking at the total inventory compared to the June contracts pace there is only a 3-months supply available. Nevertheless, the tightening of inventory has helped slow the fall in prices, and there could be some appreciation in the future if the contracts pace ramps up.  


Data also show that the pace of sales price declines is leveling off. For single-family homes in June, the year-to-date average price of $474,845 was down only 1% from the average for 2009.  And, the median price of $385,000 equaled the figure for 2009.  Earlier in the year, annual price declines were averaging 11% to 13%.  This shows that we have hit bottom. But, the slowing contract pace in June is alarming and we will have to see how firm demand is. 

Montgomery County Condo/Coops


Relatively speaking, condominium and cooperative sales delivered a more impressive first half than did single-family homes.  Through June, settlements (1,187) jumped by almost 50% and contracts (1,464) rose 37% above the first half of 2009.  And, even for the month of June settlements (247) were 37% above the levels of a year ago while June contracts (260) moved up by 15%.  With all of the sales activity it is not surprising that the condo/coop listing inventory has slipped a bit from a year ago. Total actives (982) declined 2.4%, although new inventory (382) jumped 19% over the pace of last June.  At the contracts rate, total actives equated to a 3.8 months supply, considerably under the “normal” 6-month benchmark. 

Similar to the single-family market, price declines have definitely flattened out. So far this year, a condo/coop unit in Montgomery County averages $250,474, with the median cost at $210,000.  These price measures were down only 1% from levels in 2009.  From 2008 to 2009 condo/coop average and median prices dropped 19% and 18%, respectively.  As with single-family homes, we probably are in the vicinity of the price bottom.  Single-family prices are clearly at bottom, but there are some concerns that demand could be slipping further.  Clearly, the Senate needs to pass the extension of the closing period for the homebuyer program to September.

The Economy Is Only Slowly Improving 
The general recession is over, but the economy is growing at slow pace. However, it also appears that the possibility of a double-dip recession is very low. In 2009, the overall economy shrunk (in price adjusted terms) by 2.4% from 2008. Nevertheless, the 2009 fourth quarter real GDP grew at an astonishing 5.6% rate, and significantly above the third quarter figure of 2.2%. However, most of that increase was devoted to replenishing inventories. We now have a final estimate for the first quarter of 2010 and the number is disappointing. The revised figure is 2.7%, a significant slow-down from growth at the end of 2009.  Now, most analysts think the U.S. will grow about 2% to 2.5% in 2010, considerably slower than we did coming out of previous recessions. 

The worst news is that, with the national unemployment rate staying in the 9.5% range, we still feel like we are in a recession. Although June added 83,000 private sector jobs, it is far too few; so far, we essentially have a jobless recovery. Furthermore, the month-by-month data are still ambiguous as to whether consumers will be able to carry the economy.  Spending and income are up but consumers’ saving rates are up as well. Recent consumer confidence and attitudes have been more positive, but a lot of consumers are finding that their credit is being taken away. Small businesses are having a hard time getting loans.  Many banks are just taking the easy road and borrowing from the Fed at less than half of a percent, and the lending to the Treasury at about 3.5%.  Clearly, the Obama government will be trying some more expansive policies after the fall election.

Big corporations are sitting on almost $2 trillion in cash, but they are waiting to figure out what the “next big thing” is. Is it advanced technology, alternative energy, or what?  Will we get increased investment to help provide jobs and drive the economy? Some additional stimulus to push small businesses to hire is needed. Small and mid-size companies generate most new jobs.  Big companies have out-sourced to Asia and/or substituted technology for many jobs. And, most of those jobs will never return.  
Local Jobs and Unemployment

Overall, the Montgomery County economy is doing much better than the state and better than the rest of the country.  In May, the most recent period for which data is available, the Montgomery County unemployment rate was 5.3%, similar to its level in May 2009. This figure compares favorably with the 7.2% rate for Maryland overall and 10.4% in the District of Columbia. For the same period, the national rate was 9.5% and it was over 10% at the end of 2009.   Across the Potomac in Virginia, Fairfax County logged 5.0%, with Loudoun at 4.9%, and Arlington at 4.3%.  Virginia registered a 7.1% rate overall.  
Consumer Prices and Energy Costs


In general, inflation is low and it is not likely to force monetary policy to change in the near term. The May Consumer Price Index (all urban consumers) was up only 2% from the year before and declined 0.2% from its April level, following a 0.1% decline from the March figure. So, we have only modest annualized inflation and the index has been dropping the last couple of months. Furthermore, when we exclude food and energy, prices were up only 0.9% (just under 1%) over the last year. Among the various components: food prices decreased 0.7%; housing shelter declined 0.7%; and apparel prices declined 0.6%. However, energy commodities rose 27% with energy services rising 1.1%, electricity up 0.7%, and natural gas up 2.3%. Medical care services rose 3.7% with medical care commodities up 3.5% from a year ago.  

How Will the Fed Impact Mortgage Rates?


The Fed continues to signal that it will keep short-term interest rates near zero for the foreseeable future. But it is winding down its mortgage security purchase programs. Over the past year, low mortgage rates have been generated by these purchases. However, economic growth is expected to be slow (about 2% to 2.5%) and national housing demand will still be weak. The Fed could conceivably continue some mortgage security purchases, possibly for new issue MBSs.

Freddie Mac’s most recent survey of national mortgage lending showed rates on traditional fixed rate loans have dropped significantly below the 5% mark. They are hitting all-time lows. The 30-year rate was 4.57%, down from 5.2% in April. And, they are down on other mortgage types as well. For 1-year adjustable mortgages (ARMs), the rates averaged 3.75%, down from 4.05% in early April. Now, fifteen year loans are averaging around 4.07% and 5/1-yr. ARMs are extremely affordable at 3.75%.  


The Fed will keep interest rates low through the rest of the year to avoid a double-dip and to assist the manufacturing and housing sectors.  Although it has been cutting back on purchases of mortgage-backed securities, private market investors have jumped in to get higher yields and out of fear of the volatility in the stock market. Furthermore, with financial difficulties in the Eurozone, especially with Greece, Spain, Portugal, there has been an international flight to the safety of U.S. bonds.  This is keeping Treasury yields and mortgage rates lower.  As far as the stock market is concerned, the last bull-run is over and the stock market will be jittery for the rest of the year.  Also, this year has seen a record number of bankruptcies so far. Many smaller, local banks are the primary lenders for local commercial real estate and the recession has really hurt retail. 

The good news is that the original recipients of the Troubled Asset Relief Fund (TARP) are paying back the taxpayers’ money with interest. Nevertheless, we are just barely out of this recession and it still will be a while before the economy is showing strong balanced growth -- possibly, as long as two to three years. 

The Bottom Line
Although our local housing market is improving, the national housing market is still weak, with some metropolitan areas experiencing double-dips in prices.  Nationally, prices seem to have flattened, but they could still fall again if the economic situation and foreclosures worsen.  The overall economy is still fragile, although it is out of the recession and the odds are still that there will not be a double-dip. The government should consider another stimulus package as well as pass an extension of unemployment support.  The long-term additions to the deficit and national debt are trivial, compared to the economic loss of jobs and productivity. 
There is very little risk of inflation, indeed price indexes have been the range of 1% to 2% inflation for the past year, and some months have shown actual deflation.  With financial trouble in Europe and low prices on Asian imports, the major forces in the economy are on the side of low inflation or deflation.  Indeed, investors are buying up U.S. bonds and mortgage securities; if they are so afraid of inflation, they should be dumping dollar-denominated securities.
The County’s unit sales have been rising and prices seem to have bottomed out. However, June saw a slowing of the contracts pace. Hopefully, it is a brief respite or early summer lull. It will take a while before the housing market shows strong growth. And, it will take a few more years to get rid of the foreclosed residential real estate inventory, so there will be continued pressure on prices in most markets. With residential foreclosures continuing -- many as strategic economic decisions -- there will be many future buyers with impaired credit.  It will be a while before we see strong upward moves in housing sales, starts, or prices.  The next big housing boom is a long ways away.

